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Honorable  Linda  L.  Ruthardt 
Commissioner  of  Insurance 
Commonwealth  of  Massachusetts 
470  Atlantic  Avenue 
Boston,  MA  02210 

Dear  Commissioner  Ruthardt: 

Pursuant  to  your  instructions,  the  Special  Investigative  Unit  ("SILT1)  of  the 
Division  of  Insurance  (the  "Division"),  with  the  assistance  of  other  Division  employees, 
conducted  an  examination  pursuant  to  Massachusetts  General  Laws  ("M.G.L")  chapter 
175,  section  4  and  chapter  176D,  section  5,  of  the  following  Massachusetts  insurers  (or 
"companies")  active  in  the  homeowners  insurance  market.  In  particular,  the  examination 
focused  on  the  marketing  and  underwriting  practices  of  these  insurers  relative  to 
homeowner's  business  in  the  metropolitan  Boston  area. 

1.)        Commercial  Union  Insurance  Company, 
One  Beacon  Street,  Boston,  MA  02108; 

2.)        John  Hancock  Property  &  Casualty  Insurance  Companies. 
3  Copley  Place,  Boston,  MA  021 16; 

3.)        The  Hanover  Insurance  Company. 

100  North  Parkway,  Worcester,  MA  01605-1396; 

4.)        Hingham  Mutual  Fire  Insurance  Company. 
230  Beal  Street,  Hingham,  MA  02043; 


5.)        Metropolitan  Property  &  Casualty  Insurance  Company. 
700  Quaker  Lane,  Warwick,  RI  02887; 


6.)         Norfolk  &  Dedham  Insurance  Company, 

222  Ames  Street,  Dedham,  MA  02026-1850; 

7.)         Providence  Mutual  Fire  Insurance  Company, 
10  Mutual  Place,  Providence,  RI  02906;  and 

8.)         Quincy  Mutual  Fire  Insurance  Company, 

57  Washington  Street,  Quincy,  MA  02269-0149. 

The  Attached  is  a  report  of  the  Division's  examination. 


Respectfully  submitted, 
0 


Jbhn  A.  Iannelli, 

Director,  Special  Investigations 
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BACKGROUND 


In  June  1992,  the  National  Association  of  Insurance  Commissioners  ("NAIC") 
established  the  NAIC  Insurance  Availability  and  AFFORDABILITY  Task  Force  ("NAIC 
Task  Force")  to  study  urban  insurance  problems  and  the  public  policy  and  regulatory 
measures  to  address  these  problems.  For  the  purposes  of  this  report,  the  most  pertinent 
area  of  concern  for  the  NAIC  Task  Force  involved  allegations  of  industry  redlining. 
During  the  course  of  its  study,  the  NAIC  Task  Force  accumulated  data-  from  insurers 
located  in  various  cities  nationwide,  including  Boston,  Massachusetts,  in  response  to  a 
request  for  data  it  termed  "The  Special  Data  Call,"  made  in  behalf  of  those  commissioners 
who  agreed  to  participate.  The  NAIC  Task  Force  presented  an  interim  report  to  the  NAIC 
in  December,  1994,  and  on  January  20,  1995,  the  NAIC  provided  the  Division  with  the 
Massachusetts  Homeowners'  Summary  Report  and  multiple  regressions  results. 

In  response  to  a  request  by  the  Division,  and  in  connection  with  the  Division's 
preliminary  investigation  into  these  matters,  on  February  16,  1995,  the  NAIC  provided  the 
Division  with  the  following  sets  of  data  it  had  accumulated  in  its  behalf: 

1.)        Homeowners  Insurance  Territory  Data  for  Boston; 

2.)        Dwelling  Fire  Insurance  Territory  Data  for  Boston; 

3.)        Homeowners  and  Dwelling  Fire  Insurance  Data  for  Remainder  of 
State  (Combined); 

4.)        List  of  Companies  Participating  in  Urban  (Zip  Code)  Data  Call  for 
Massachusetts;  and 

5.)         Boston  Census  Data  Used  in  Urban  Analysis. 

Following  its  review  of  this  data,  the  Division  created  graphs  correlating  the 
number  of  homeowners  policies  in  force  in  each  Boston  zip  code  area  (copies  of  the 
graphs  for  each  of  the  companies  involved  in  the  examination  described  below  are 
attached  hereto  as  Exhibits  A  -  H).  The  Division  subsequently  completed  and  closed  its 
preliminary  investigation.  Shortly  thereafter,  the  Division  commenced  the  examination 
which  is  the  subject  of  this  report.  The  NAIC  Task  Force  finalized  its  December  1994 
interim  report  and  presented  those  findings  to  the  NAIC  on  June  22,  1995. 2 


Barron 's  Dictionary  of  Insurance  Terms  defines  "redlining"  as  the  "refusal  by  an  insurance  company  to 
underwrite  or  continue  to  underwrite  questionable  risks  in  a  given  geographical  area."  Barron 's 
Dictionary  of  Insurance  Terms,  Second  Edition,  1991. 

2  On  July  24,  1995,  the  Office  of  the  Attorney  General,  through  its  Regulated  Industries  Division  of  the 
Public  Protection  Bureau,  published  a  report  entitled  "A  Special  Report  on  Redlining  in  the  Homeowners 
Insurance  Market"  detailing  its  over  two  year  examination  of  allegations  of  redlining  by  the  homeowners 
insurance  industry  in  Massachusetts. 


SCOPE  OF  EXAMINATION 


The  goal  of  the  examination  was  to  determine  whether  insurers  writing 
homeowners  business  in  the  Boston  area  were  engaged  in  illegal  discrimination,  either 
through  marketing  or  underwriting.  The  examination  consisted  of  in-house  review  by 
Division  staff  of  data  supplied  by  the  companies  and  on-site  examinations  at  the  offices  of 
each  of  the  insurers  selected  for  this  examination.  Using  policy  year  1992  data,  the 
Division  considered  several  factors  in  making  its  selections  of  the  insurers  to  be  examined, 
such  as  the  number  of  urban  risks  written  per  insurer  and  the  number  of  urban  producers 
per  insurer.  Commencing  on  or  about  March  24,  1995,  and  pursuant  to  its  authority 
under  M.G.L  c.  175,  sec.  4,  and  M.G.L  c.  176D,  sec.  5,  the  Division  requested  and 
analyzed  data  from  several  companies.  The  Division  chose  a  representative  group  of 
homeowner  insurers  doing  business  in  the  Boston  area  based  on  premium  volume, 
producer  numbers/locations,  and  geographic  location  of  risks.  The  Division  also  tried  to 
include  companies  representative  of  a  cross-section  of  mono-state,  regional,  and  national 
insurance  companies  involved  in  homeowners  insurance  business  in  the  Boston  area. 

The  Division  requested  and  analyzed  the  following  data  in  determining  insurers  to 
be  examined: 

1.)  A  list  of  all  1992  producer  outlets  within  certain  designated  zip 
code  areas  for  Homeowners/Dwelling  Property  insurance  by  name  and 
address  (including  zip  code)  of  producer  outlet; 


2.)        All      current      underwriting      manuals      and 
Homeowners/Dwelling  Property  insurance  products; 


guidelines      for 


3.)  The  number  of  Homeowners/Dwelling  Property  policies  by  zip 
code  by  form  i.e.,  HO-2,  HO-3,  etc.,  written  since  1992  to  present  by  each 
producer  outlet  in  (1); 

4.)  All  memoranda,  policy  statements,  letters  or  directories  issued  by 
the  company  to  producers  or  internal  staff  on  the  subject  of  illegal 
discrimination  in  underwriting; 

5.)  All  marketing  guidelines  for  Homeowners/  Dwelling  Property 
insurance  products  from  1992  to  present; 


The  designated  zip  code  areas  were  the  following:    02108 


02115 
02129 
02144 


02116; 
02130; 
02145: 


02118 
02131 
02146 


02199;  02210;  02215;  99998  (RISK  N/A); 


02119; 
02132; 
02149; 


02120; 
02134; 
02150; 


02121;  02122 
02135;  02136 
02151;  02152 


02109 
02124 
02138 
02158 


02110 
02125 
02140 
02159 


02111;  02113;  02114 

02126;  02127;  02128 

02141;  02142;  02143 

02167;  02174;  02178 


99999  (REST  OF  STATE). 


6.)  Number  of  insurer-initiated  cancellations; 

7.)  Number  of  insurer-initiated  non-renewals; 

8.)  Total  written  premium  per  policy  year;  and 

9.)  Total  written  exposures  per  policy  year. 

The  following  companies  were  selected  for  examination  based  upon  the  Division's 
analysis  of  the  above-mentioned  company  information:  Commercial  Union  Insurance 
Company,  John  Hancock  Property  &  Casualty  Insurance  Company,  Hanover  Insurance 
Company,  Hingham  Mutual  Fire  Insurance  Company,  Metropolitan  Property  &  Casualty 
Insurance  Company,  Norfolk  &  Dedham  Insurance  Company,  Providence  Mutual  Fire 
Insurance  Company,  and  Quincy  Mutual  Fire  Insurance  Company.  Once  the  insurers  had 
been  selected,  the  Division  conducted  an  on-site  analysis  of  the  following  materials  and 
information  relative  to  each  insurer: 

1.)        All  underwriting  files  for  HO-3  policies  written  in  Boston  and 
Wellesley  in  the  most  current  year;  and 

2.)  All  written  declinations  of  applications,  related  property  inspection 
reports  and  non-renewals  of  applications  for  HO-3  policies  for  Boston  and 
Wellesley  in  the  most  current  year. 

COMPANY  EXAMINATIONS 


Division  personnel  conducted  manual  and  computer-assisted  reviews  of 
underwriting  files  at  the  office  of  each  of  the  eight  insurers.  In  addition  to  a  review  of 
paper  files  and  computerized  information,  Division  personnel  discussed  record-keeping 
and  internal  processing  procedures  with  staff  at  each  company.  Underwriting  guidelines 
for  the  eight  insurers  included  both  objective  and  subjective  factors  which,  when  applied 
to  individual  risks,  did  not  result  in  any  difference  between  suburban  and  urban 
declinations/cancellations  of  properties.  Furthermore,  neither  the  in-house  review  of 
insurer  information  nor  the  on-site  examinations  revealed  instances  of  illegal  discrimination 
in  the  issuance  or  renewal  of  homeowner  coverage  on  the  part  of  any  of  the  eight  insurers 
selected  for  this  examination. 


CONCLUSION 

AND 

RECOMMENDATIONS 


While  some  statistical  evidence  indicates  that  insurers  generally  take  a  more 
conservative  marketing  and  underwriting  approach  to  urban  homeowner  risks  in  the 
Boston  area,  the  Division's  examinations  did  not  reveal  any  illegal  discrimination  on  the 
part  of  the  eight  insurers  examined.  There  is  a  homeowners  insurance  market  available  to 
urban  insureds  through  the  residual  market  mechanism  called  the  Massachusetts  Property 
Insurance  Underwriting  Association  (aka  the  "FAIR  Plan");  however,  it  is  preferable  for 
urban  consumers  to  have  private  insurers  competing  for  business  in  urban  areas. 
Competition  of  this  type  generally  benefits  not  only  pricing,  but  also  the  communities 
themselves,  since  insurers  tend  to  establish  a  business  presence  within  the  communities. 

Since  1992,  insurers  have  had  both  incentives  and  disincentives  for  writing 
voluntary  business  in  Boston.   Re-insurance  for  property  within  several  miles  of  the  ocean 
and  its  tidal  areas  has  been  generally  reported  as  being  more  difficult  to  obtain.   In  those 
coastal  areas,  availability  as  well  as  affordability  have  been  affected.  Raising  the  issue  of 
legal  vs.  illegal  underwriting  practices  has  helped  companies  consider  reassessing  their 
underwriting  practices  in  coastal  plains. 

If  market  forces  fail  to  create  a  competitive  market  in  urban  areas,  further 
regulatory  action  may  be  necessary  to  promote  a  competitive  environment.  Legislation 
which  increases  the  Division's  authority  to  review  and  approve  underwriting  guidelines 
and  materials,  or  which  provides  incentives  to  insurers  to  better  train  staff  to  avoid 
subjective  underwriting  judgments  on  the  basis  of  neighborhood  alone,  may  encourage 
insurers  to  write  business  in  these  urban  neighborhoods. 


The  Massachusetts  legislature  has  taken  some  initiative  to  address  the  issue  of  redlining  in  the 
homeowners  insurance  industry.  On  November  13,  1995,  the  Ways  and  Means  committee  reported  to  the 
House  of  Representatives  that  the  Bill  relative  to  insurance  redlining  (House,  No.  5255)  ought  to  pass  as 
amended  (House,  No.  5649). 
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